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This report presents the results of our review of the Criminal Investigation (CI) function’s
stand-up activities. The objective of the review was to determine whether the CI
function’s stand-up process was effectively completed.

In summary, we found that the CI function was successful in substantially completing
the minimum requirements for operation when it stood up on July 2, 2000.  However, we
found some areas that require additional actions to ensure the overall accomplishment
of the CI mission.  For example, to accomplish its modernization efforts, the CI function
prepared new delegation orders but needs to provide additional oversight to ensure
consistent treatment of referrals to the Department of Justice (DOJ).  In addition,
continuing managerial attention is needed to resolve staffing and office space needs.

In its comments on a draft of this report, CI management disagreed with our
recommendation that additional oversight is needed to ensure consistent treatment of
referrals to the DOJ.  CI management believes that the reviews conducted by the DOJ
Tax Division and the IRS’ Criminal Tax Counsel, Centralized Case Review, Review and
Program Evaluation, and Directors of Field Operations are adequate to identify potential
inconsistent treatment of taxpayers.  However, we believe some of these reviews are
technical in nature and will not readily identify any geographical trends of inconsistent
treatment of taxpayers.  Also, the reviews may not include investigations that are not
forwarded by the Special Agents-in-Charge.  CI management agreed with our
recommendation to develop a Memorandum of Understanding with the Agency Wide
Shared Services to address the resolution of support staffing and space needs.
Management’s comments have been incorporated in the report where appropriate, and
the full text of their comments is included as an appendix.
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Copies of this report are also being sent to the IRS managers who are affected by the
report recommendations.  Please contact me at (202) 622-6510 if you have questions,
or Maurice S. Moody, Associate Inspector General for Audit (Headquarters Operations
and Exempt Organizations Programs), at (202) 622-8500.
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Executive Summary

The Internal Revenue Service (IRS) Restructuring and Reform Act of 1998 (RRA 98)1

directed that the IRS modernize to improve operations and to better serve its customers.
In early 1998, the IRS Commissioner had outlined a program to modernize the IRS,
offering more efficient work processes and better service to American taxpayers.  The
Criminal Investigation (CI) function began to work on its preliminary modernization
design in April 1999, after the conclusion of a comprehensive review led by Judge
William H. Webster.2   The challenge for the CI function was to design a new
organization that included recommendations from the Webster Report while ensuring that
the redesigned CI function would fit into the new vision of the IRS.

The IRS organization design plan included a process called “standing up,” which means
the new function has met the minimum requirements for operation.  These requirements
include filling key management positions, completing actions to realign positions,
establishing a finance office and a separate budget, ensuring necessary business
authorities are in place, and ensuring workarounds3 are functional.

Our overall objective was to determine whether the CI function’s stand-up process was
effectively completed.

Results

The CI function was successful in substantially completing the minimum requirements
for operation when it stood up on July 2, 2000.  Specifically, the Chief, CI, and most key
managers were in place, employees were realigned to the new organization, the finance
and budget office was in place, delegations of authority were prepared, and workarounds
were developed.  Although the CI function substantially stood up as a new organization,
some areas require additional actions to ensure the overall accomplishment of the CI
mission.  For example, to accomplish its modernization efforts, the CI function prepared
new delegation orders but needs to provide additional oversight to ensure consistent
treatment of referrals to the Department of Justice (DOJ).  In addition, continuing

                                                
1 Pub. L. No. 105-206, 112 Stat. 685.

2 Review of the Internal Revenue Service’s Criminal Investigation Division  (dated April 9, 1999) is
commonly known as the Webster Report.

3 A workaround is a temporary solution to a problem that allows a new organization to be operational until
a final solution can be developed and implemented.
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managerial attention is needed to resolve staffing and office space issues in order for the
CI function to meet its modernization vision.

Additional Oversight Is Needed to Ensure the Consistent Treatment of
Referrals to the Department of Justice
To meet the minimum requirements for standing up as a new organization, the CI
function completed several new delegation authorities.  One of the major new changes to
the CI function policies involves the Special Agents-in-Charge (SAC) having the
authority to refer non-sensitive investigations to the DOJ.  The CI function has not
established a process to ensure SACs are consistent when referring cases to the DOJ.
Without a national process to monitor prosecution referrals, the CI function cannot be
assured that the various SACs are consistently referring cases to the DOJ.  This could
place the CI function at risk of inconsistent treatment of taxpayers.

Continual Managerial Attention to Resolve Staffing and Office Space
Issues Is Needed to Ensure the Criminal Investigation Function’s New
Mission Is Attained
The CI function’s staffing and space needs have not been adequately addressed and
timely resolved.  This condition exists because the CI function did not develop a
Memorandum of Understanding (MOU) with the Agency-Wide Shared Services (AWSS)
function.  Without increased managerial oversight and an effective MOU with the AWSS
function, the CI function cannot be assured that staffing needs and space requirements are
timely resolved, thereby jeopardizing the CI function’s ability to fulfill its modernization
vision.

Summary of Recommendations

The Chief, CI, should establish a process requiring more frequent reviews of
investigations to ensure consistent treatment of taxpayers.  Also, the Chief, CI, should
develop an MOU with the AWSS function that appropriately addresses the resolution of
staffing and space needs.  The MOU should also be properly monitored to ensure quality
customer service.

Management’s Response:  CI management disagreed with our recommendation that a
process should be established requiring more frequent reviews of investigations to ensure
consistent treatment of taxpayers.  CI management believes that the reviews conducted
by the DOJ Tax Division and the IRS’ Criminal Tax Counsel, Centralized Case Review,
Review and Program Evaluation (RPE), and Directors of Field Operations (DFO) are
adequate to identify potential inconsistent treatment of taxpayers.
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CI management agreed with our recommendation to develop an MOU with the AWSS to
appropriately address the resolution of support staffing levels and space needs.  The
AWSS has an action plan and is taking the lead on obtaining MOUs with all of the
business units to cover support staffing and space requirements.  CI management will
work with the AWSS to ensure the CI MOU is implemented according to the AWSS’
action plan.

Management’s complete response to the draft report is included in Appendix IV.

Office of Audit Comment:  We do not concur with the CI function’s conclusion that the
reviews conducted by the DOJ and Centralized Case Review will be adequate to identify
inconsistent treatment of taxpayers between geographical areas.  The reviews are
technical in nature and will not identify any geographical trends of inconsistent treatment
of taxpayers.  Also, these reviews may not include investigations that are not forwarded
by the SACs for prosecution.

The CI function also mentioned that the RPE reviews began in February 2001.  These
reviews are conducted every 3 years; therefore, we do not believe they will be performed
often enough to timely identify potential inconsistent treatment of taxpayers.  As an
alternative, we believe the CI function can address any potential inconsistencies by
ensuring the issue is addressed in the scope of the DFO’s reviews and the results shared
among the DFO.
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Objective and Scope

The overall objective of this review was to determine
whether the Criminal Investigation (CI) function’s
stand-up process was effectively completed.  The
stand-up process is defined as the establishment of a
new organization with at least the minimum
requirements for operation.  These requirements include
filling key management positions, completing actions to
realign positions, establishing a finance office and
separate budgets, ensuring necessary business
authorities are in place, and ensuring workarounds1 are
functional.

The Internal Revenue Service (IRS) modernization
includes a multi-year time schedule to accomplish full
implementation.  The Treasury Inspector General for
Tax Administration identified the modernization of the
IRS as one of the major challenges facing the IRS.  Our
review of the CI function’s stand-up process was part of
our Fiscal Year 2001 audit program coverage.

We evaluated various modernization design and
implementation documents and held interviews with
National Headquarters executives and officials in the
CI function.  We also interviewed the Directors of Field
Operations and representatives of the Management
Support Program Management Team, Strategic Human
Resources, and the Commissioner’s Complaint
Processing and Analysis Group.

The audit was performed primarily in the National
Headquarters between September 2000 and
February 2001, in accordance with Government Auditing
Standards.  Details of our audit objective, scope, and
methodology are presented in Appendix I.  Major
contributors to this report are listed in Appendix II.

                                                
1 A workaround is a temporary solution to a problem that allows a
new organization to be operational until a final solution can be
developed and implemented.

The overall objective was to
determine whether the CI
function’s stand-up process
was effectively completed.
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Background

The United States Congress passed the IRS
Restructuring and Reform Act of 1998 (RRA 98),2

mandating that the IRS modernize to improve operations
and to better serve its customers.  In early 1998, the IRS
Commissioner had outlined a program to modernize the
IRS, offering more efficient work processes and better
service to America’s taxpayers.

The IRS is reorganizing into four operating divisions
that will focus on serving specific taxpayer groups with
similar needs.  The IRS will also be comprised of a
number of other functions and organizations essential to
support its overall mission.  The CI function is one of
these essential organizations.  The divisions, functions,
and organizations were designed and will be
implemented in a phased-in approach that will take 2 to
3 years.  The last phase of modernization is the
implementation of the new organization.  Stand-up of
the new organization takes place in this phase.
However, stand-up is not the end product of creating a
new organizational unit.  Additional efforts are required
to accomplish the transfer of functions and resources
into the new organization.

The CI function’s mission is to serve the American
public by investigating potential criminal violations of
the Internal Revenue Code in a manner that fosters
confidence in the tax system and compliance with the
law.  The goal of modernization is to equip the CI
function with the necessary tools to deliver its mission.

                                                
2 Pub. L. No. 105-206, 112 Stat. 685.

The United States Congress
passed the RRA 98, mandating
that the IRS modernize to
improve operations and to
better serve its customers.

The CI function’s mission is to
serve the American public by
investigating potential
criminal violations of the
Internal Revenue Code in a
manner that fosters confidence
in the tax system and
compliance with the law.
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The CI function began its preliminary design phase in
April 1999, after the conclusion of a comprehensive
review led by Judge William H. Webster.3   The
challenge for the CI function design teams was to
deliver a new organization that included
recommendations in the Webster Report while ensuring
that the redesigned CI function would fit into the new
vision of the IRS.  In the modernized IRS, the Chief, CI,
reports directly to the IRS Commissioner.

Results

Overall, the CI function substantially accomplished
organizational stand-up on July 2, 2000, by completing
the requirements of the IRS definition for standing up a
new organization.  Specifically:

• The Chief, CI, and most key managers were in place.

• Employees were realigned.

• The finance and budget office was in place.

• Delegations of authority were prepared.

• Workarounds were developed.

Although the CI function substantially accomplished the
IRS definition for standing up a new organization, some
areas require additional actions to ensure the overall
accomplishment of the CI modernization efforts.  For
example, even though the CI function prepared new
delegation orders, additional actions are needed to
monitor the referrals of cases to the Department of
Justice (DOJ) by Special Agents-in-Charge (SAC).
Also, continuing managerial attention is needed to
resolve staffing and office space needs.

                                                
3 Review of the Internal Revenue Service’s Criminal Investigation
Division (dated April 9, 1999) is commonly known as the Webster
Report.

The challenge for the CI
function design teams was to
deliver a new organization
that included
recommendations in the
Webster Report while ensuring
that the redesigned CI
function would fit into the new
vision of the IRS.

The CI function substantially
accomplished organizational
stand-up on July 2, 2000.

Although the CI function
substantially accomplished the
IRS definition for standing up
a new organization, some
areas require additional
actions to ensure the overall
accomplishment of the CI
modernization efforts.
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Additional Oversight Is Needed to Ensure the
Consistent Treatment of Referrals to the
Department of Justice

To meet the minimum requirements for standing up as a
new organization, the CI function completed several
new delegation authorities.  One of the major new
changes to the CI function policies involves the SACs
having the authority to refer non-sensitive investigations
to the DOJ.  However, the CI function has not
established a process to ensure SACs are consistent
when referring cases to the DOJ.  Without a national
process to monitor prosecution referrals, the CI function
cannot be assured that the various SACs are consistently
referring cases to the DOJ.  This could place the CI
function at risk of inconsistent treatment of taxpayers.

On July 17, 2000, the authority to refer all criminal
matters involving non-sensitive investigations to the
DOJ was delegated to the SACs.  Also, referral of all
criminal matters involving sensitive investigations was
delegated to the SACs with the written concurrence of
their Directors of Field Operations (DFO).4

Currently, the IRS Criminal Tax Counsel reviews and
provides an independent legal assessment and prepares a
criminal evaluation memorandum for each Special
Agent Report relating to an investigation for which the
CI function has referral authority.  The Criminal Tax
Counsel is involved early in the investigation and
maintains an ongoing partnership with the Special
Agent, Supervisory Special Agent, and SAC throughout
the investigation.  The Centralized Case Review
function reviews all of the CI function prosecution
recommendations.  However, these reviews are designed
to ensure only evidentiary requirements are met.

                                                
4 DFOs are responsible for the daily operation of the SAC offices
under their jurisdiction.

Without a national process to
monitor prosecution referrals,
the CI function can not be
assured that the various SACs
are consistently referring
cases to the DOJ.
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In addition to the Criminal Tax Counsel and Centralized
Case Reviews, the CI function has plans to perform
Review and Program Evaluation (RPE) reviews every
3 years.  Also, the DFOs will be required to perform a
follow-up review 6 months after the RPE review.
However, since the Criminal Tax Counsel reviews are
focused on individual investigations and the RPE
reviews are performed infrequently, the potential for
inconsistent treatment of taxpayers exists among
taxpayers located in different geographic areas.5  In our
opinion, these reviews should be performed more
frequently to give the CI function the assurance that
taxpayers in the various geographic areas are treated
consistently.

Recommendation

1. The Chief, CI, should establish a process requiring
more frequent program evaluation reviews of
investigations to ensure the SACs are consistently
referring cases to the DOJ.

Management’s Response:  Management disagreed with
this recommendation.  CI management believes that the
DOJ Tax Division’s review of prosecution
recommendations, the involvement of Criminal Tax
Counsel and Centralized Case Reviews, and RPE and
DFO reviews are adequate to identify potential
inconsistent treatment of taxpayers.

Office of Audit Comment:  We do not concur with the
CI function’s conclusion that the DOJ and Centralized
Case Review will be adequate to identify inconsistent
treatment of taxpayers between geographical areas.
These reviews are technical in nature and will not
identify any geographical trends of inconsistent
treatment of taxpayers.  Also, these reviews may not
include investigations that are not forwarded by the
SACs for prosecution.

                                                
5 The 35 SACs are divided among the 6 Area Offices.  Each Area
Office is responsible for a specific area in the country.
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The CI function also mentioned that the RPE reviews
began in February 2001. These reviews are conducted
every 3 years; therefore, we do not believe these reviews
are often enough to timely identify any potential
inconsistent treatment of taxpayers.  As an alternative,
we believe the CI function can address any potential
inconsistencies by ensuring the issue is addressed in the
scope of the DFOs’ reviews and the results shared
among the DFO.

Continuing Managerial Attention to Resolve
Staffing and Office Space Issues Is Needed to
Ensure the Criminal Investigation Function’s
New Mission Is Attained

The CI function’s staffing and space needs have not
been adequately addressed and timely resolved.  This
condition exists because the CI function did not pursue a
Memorandum of Understanding (MOU) with the
Agency-Wide Shared Services (AWSS) function to
ensure that staffing and space needs would be timely
provided.  Without continual managerial oversight and
an effective MOU with the AWSS function, the CI
function cannot be assured that staffing needs and space
requirements are timely resolved, thereby jeopardizing
the CI function’s ability to fulfill its modernization
mission.

The CI function has taken steps to resolve some of its
staffing issues.  It has hired 17 temporary employees to
assist in processing personnel actions for the 10 Fraud
Detection Centers (FDC).  These employees were
responsible for assisting in processing the 393 transition
employees6 to permanent FDC positions.  As a result,
the CI human resources unit was flooded with FDC
support work.  CI management expects that backlogs

                                                
6 A transition employee is an employee being placed from an
existing organization position to a position in the new restructured
organization.

The CI function’s staffing and
space needs have not been
adequately addressed and
timely resolved.
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and delays will subside as implementation of the new CI
function is completed and normal hiring activities
return.  However, without sufficient support from the
AWSS function, the CI function will be unable to timely
address critical staffing needs.

Acquiring office space continues to be a problem for the
CI function.  Many of the CI function employees are
temporarily located in different buildings.  Availability
of space for the Lead Development Centers (LDC) may
soon become an issue as they are ready for
implementation.  Additionally, workaround space for
some new SACs and DFO offices is also considered
poor or inadequate for conducting business.

The CI function has taken steps to address its space
concerns.  For example, two CI officials were
monitoring space requirements and working closely with
IRS Facilities Operations to minimize space problems.
The two CI officials have now been reassigned to other
positions.  Also, in October 2000 the Chief, CI,
appointed a modernization executive responsible for
overseeing modernization issues.  Although these
actions have been taken, it is critical for CI management
to continue their efforts to address space concerns.

The AWSS function has developed a model MOU for
Fiscal Year 2001 that describes the types of services it
will provide and the measures that can be used to
monitor the delivery of these services.  For example, it
defines timeliness and customer (business
unit/organization) satisfaction as measures for personnel
services related to recruitment and hiring and as
measures for facilities services related to space
acquisition, alteration or realignment of space,
movement of furniture, and coordination with the
Information Systems Division.  Nonetheless, the CI
function has not developed an MOU with the
appropriate AWSS function to address staffing and
space needs.

The Space Governance Board allocates modernization
funds for all the business unit space needs.  The Chief,
CI, is on the board and has assigned an employee to act

Acquiring office space
continues to be a problem for
the CI function.   Many of the
CI function employees are
temporarily located in
different buildings.
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as a liaison to the board.  Space readiness may become a
bigger concern since space redesign projects are
backlogged and there is a shortage of funds, estimated at
$2.2 million, for the LDC build-outs.

Recommendation

2. The Chief, CI, should develop an MOU with the
AWSS function that appropriately addresses the
resolution of staffing and space needs.  The MOU
should be properly monitored to ensure quality
customer service.

Management’s Response:  CI management agreed with
the recommendation.  Currently, the AWSS has an
action plan and is taking the lead on obtaining MOUs
with all of the business units to cover support staffing
and space requirements.  CI management will work with
the AWSS to ensure the CI MOU is implemented
according to the AWSS’ action plan.

Conclusion

The CI function substantially accomplished
organizational stand-up on July 2, 2000.  Although the
CI function substantially stood up as a new organization,
some areas require additional actions to ensure the
overall accomplishment of the CI modernization vision.
The CI function needs to provide additional oversight to
ensure consistent treatment of referrals to the DOJ.
Also, continuing managerial attention is needed to
resolve staffing and office space concerns.
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Appendix I

Detailed Objective, Scope, and Methodology

The overall objective of this review was to determine whether the Criminal Investigation
(CI) function’s stand-up process was effectively completed.  We evaluated whether the
CI function effectively and timely completed all critical stand-up milestones and
developed workarounds1 for those milestones not completed by the stand-up date.  We
also addressed milestones critical for operations and administrative issues necessary to
support the delivery of these milestones.  To accomplish our objective, we:

I. Ascertained if the Chief, CI, was in place and key management positions were filled.

A. Identified the related milestones and reviewed related documentation to determine
whether the milestones were effectively completed.

B. Reviewed bi-weekly status reports and other pertinent documentation to evaluate
the timeliness of the implementation of the milestones and the resolution of
problems encountered during the implementation.

C. Interviewed selected Internal Revenue Service (IRS) and the CI function
executives and personnel to solicit feedback on the delivery of milestones and
problems encountered with the implementation of milestones.

D. Identified applicable workarounds and evaluated the status of workarounds to
determine whether milestones were being monitored to provide for final solutions.

II. Evaluated whether most personnel actions had been completed to non-competitively
and competitively realign employees to the new organization.

A. Identified the related milestones and reviewed related documentation to determine
whether the milestones were effectively completed.

B. Reviewed bi-weekly status reports and other pertinent documentation to evaluate
the timeliness of the implementation of the milestones and the resolution of
problems encountered during the implementation.

C. Interviewed selected IRS and the CI function executives and personnel to solicit
feedback on the delivery of milestones and problems encountered with the
implementation of milestones.

                                                
1 A workaround is a temporary solution to a problem that allows a new organization to be operational until
a final solution can be developed and implemented.
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D. Identified applicable workarounds and evaluated the status of workarounds to
determine whether milestones were being monitored to provide for final solutions.

III. Ascertained if the budget for the new organization had been created and financial
management responsibilities had been transferred to the Chief, CI.

A. Identified the related milestones and reviewed related documentation to determine
whether milestones were effectively completed.

B. Reviewed bi-weekly status reports and other pertinent documentation to evaluate
the timeliness of the implementation of the milestones and the resolution of
problems encountered during the implementation.

C. Interviewed selected IRS and the CI function executives and personnel to solicit
feedback on the delivery of milestones and problems encountered with the
implementation of milestones.

D. Identified applicable workarounds and evaluated the status of workarounds to
determine whether milestones were being monitored to provide for final solutions.

IV. Evaluated whether the new CI function had delegated authority to fulfill its mission.

A. Identified the related milestones and reviewed related documentation to determine
whether milestones were effectively completed.

B. Reviewed bi-weekly status reports and other pertinent documentation to evaluate
the timeliness of the implementation of the milestones and the resolution of
problems encountered during the implementation.

C. Interviewed selected IRS and the CI function executives and personnel to solicit
feedback on the delivery of milestones and problems encountered with the
implementation of milestones.

D. Identified applicable workarounds and evaluated the status of workarounds to
determine whether milestones were being monitored to provide for final solutions.

V. Determined whether management systems or workarounds had been developed and
were in place to allow the new organization to function.

A. Identified the related milestones and reviewed related documentation to determine
whether milestones were effectively completed.

B. Review bi-weekly status reports and other pertinent documentation to evaluate the
timeliness of the implementation of the milestones and the resolution of problems
encountered during the implementation.

C. Interviewed selected IRS and the CI function executives and personnel to solicit
feedback on the delivery of milestones and problems encountered with the
implementation of milestones.
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D. Identified applicable workarounds and evaluated the status of workarounds to
determine whether milestones were being monitored to provide for final solutions.

VI. Determined whether milestones critical for operations and administrative issues
necessary to support the delivery of these milestones were adequately addressed.

A. Identified the milestones critical for operations and administrative issues not
formally classified as milestones or workarounds.

B. Interviewed selected IRS and the CI function executives and personnel to
ascertain the status of the milestones critical for operations and to solicit feedback
on any additional issues not addressed by the milestones and workarounds.

C. Reviewed bi-weekly status reports and other pertinent documentation and
procedures related to the milestones critical for operations and administrative
issues not identified by the CI function as critical milestones or workarounds.
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